
I n c e r n a l  Revenue S e r v i c e  Department of t h e  Treasury 
D i s t r i c t  D i r e c r o r  

Post O f f i c e  Box 1680, GPO 
Brook1 yn. NY 1 . 1  202 

Date: JAN3 1992 
* * * * * * * * * * * * **********  * * * .  Person t o  Contact :  
***** ***** * * * * * * * * * ******* * *  * * * * * *  
*** ***** * * * * * * * * * * * * * * * *  Contact Telephone Number: 
********* **** ******* ****** *********** 

Refer Rep1 y  t o :  
***** ******  

Dear Appl i c a n t  : 

We have considered your  a p p l i c a t i o n  f o r  tax-exempt s r a t u s  under 
s e c t i o n  501(c)(3)  o f  t h e  I n t e r n a l  Revenue Code. 

The ev idence presented d i s c l o s e d  t h a t  you were i n c o r p o r a t e d  on 
****** *  *****  i n  * * * * ****************** **  ***************** . 

The purposes f o r  which t h e  c o r p o r a t i o n  i s  formed a r e  as f o l l o w s :  

"To e s t a b l i s h ,  deve7op. ma in ta in ,  manage and opera te  homes and 
s h e l t e r s  f o r  t h e  m e n t a l l y  ill, menta l l y  re ta rded,  p h y s i c a l l y  
ill, homeless and people w i t h  s p e c i a l  needs; t o  c o n s u l t  w i t h  and 
t r a i n  o t h e r s  f o r  t h e  e s t a b l  ishment , deveiopment , maintenance, 
management and o p e r a t i o n  o f  homes and she1 t e r s  f o r  t h e  nmbntai l y  
ill, m e n t a l l y  re ta rded ,  p h y s i c a l l y  ill, homeless and people w i t h  
s p e c i a l  needs. 

To e s t a b l i s h ,  develop, m a i n t a i n ,  manage and opera te  low income 
and government subs id i zed  housing and coopera t f ve  housing f o r  
t h e  poor; t o  c o n s u l t  w i t h  and t r a i n  o t h e r s  f o r  t h e  
es tab l i shmen t ,  development, maintenance, management and 
o p e r a t i o n  o f  low income and government subs id i zed  housing and 
c o o p e r a t i v e  housing f o r  t h e  poor . "  

The i n f o r m a t i o n  submi t ted  w i t h  your A p p l i c a t i o n  Form 1023 
i n d i c a t e s  t h a t  your  p r imary  a c t i v i t y  c o n s i s t s  o f  p r o v i d i n g  
c o n s u l t i n g  s e r v i c e s  on a  fee  f o r  s e r v i c e  bas i s .  You have s t a t e d  
t h a t  you p rov ide  such s e r v i c e s  o n l y  t o  governmental bodies, 
governmental agencies, o t h e r  c h a r i t i e s  and p r i v a t e  i n d i v i d u a l s  
who a r e  p r o v i d i n g  housing o r  o the r  s e r v i c e s  f o r  t h e  i n d i g e n t . 1 0 ~  
income, m e n t a l l y  ill, m e n t a l l y  re ta rded  and o t h e r  i n d i v i d u a l s  
w i t h  s p e c i a l  needs. 



Your o r g a n i z a t i o n  i s  c u r r e n t l y  p r o v i d i n g  t h e  c o n s u l t i n g  se rv i ces  
a t  a  f l a t  h o u r l y  r a t e  o f  $ * *   t o  $**** ,  s u b j e c t  t o  n e g o t i a t i o n .  
S ince i t s  i n c e p t i o n ,  your o r g a n i z a t i o n  has prov ided c o n s u l t a t i v e  
s e r v i c e s  t o  va r ious  governmental agencies, p r i v a t e  o ~ g a n i z a t i o n s  
and i n d i v i d u a l s  regard ing  t h e i r  proposed housing p r o j e c t s .  The 
f i n a n c i a l  da ta  t h a t  you submit ted w i t h  your Form 1023 i n d i c a t e s  
t h a t  your o r g a n i z a t i o n s  revenue i s  de r i ved  almost e x c l u s i v e l y  
f rom c o n t r a c t  revenue a t t r i b u t a b l e  t o  your c o n s u l t i n g  se rv i ces .  
For t h e  f i s c a l  year ending ***** **** **** 1. revenue from c o n s u l t i n g  
s e r v i c e s  c o n s t i t u t e d  approximarely  ** % o f  your t o t a l  suppor t .  
Proposed budgers f o r  t h e  f i s c a l  years ending ***** **** *****  and 
***** ***** *****  revea l  t h a t  revenue from c o n s u l t i n g  s e r v i c e s  i s  
p r o j e c t e d  t o  c o n s t - i t u t e  approximate ly  **  % and ** % o f  r o t a 1  
support  vespec t i ve l y .  You have s t a t e d  t h a t  your o r g a n i z a r i o n  
does n o t  have a  f u n d r a i s i n g  pyogram and t h a t  no such program i s  
planned. Consu l r ing  income p ro jec ted  f o r  t h e  * * * * *  and *****  
f i s c a l  years i s  a n t i c i p a t e d  t o  meet a11 expenses. Consu l t ing  
income f o r  t h e  year  ended ***** * * * * *****  was s u f f i c i e n t  t o  meet 
a l l  o p e r a t i n g  expenses and n e t  income f o r  t h e  year amounted t o  
$****** . 

Your o r g a n i z a t i o n s  expenses f o r  t h e  f i s c a l  year ended ***** ***  
******  i nc ludes  disbursements f o r  s a l a r y  and b e n e f i t s ,  t r a v e l ,  
p r o f e s s i o n a l  fees , nominal c o n t r i  bu t  ions,  o f f  i c e  suppl i e s  and 
equipment and o t h e r  a d m i n i s t r a t i v e  expenses. Budgets f o r  t h e  
***** 1 and *****  f i s c a l  years r e f l e c t  s i m i l i a r  types  o f  
expend i tu res .  You have s t a t e d  t h a t  amounts shown as s a l a r y  
expense (compensation o f  o f f i c e r s )  a r e  a l l  amounts pa id  t o  ****  
***** * * * * * * * *   f o r  s e r v i c e s  rendered. **** * * * * * * * *   i s  i d e n r i f i e d  
as t h e  s o l e  employee. As t h e  s o l e  o f f i c e r  and d f r e c t o r  o f  t h e  
c o r p o r a t i o n .  **** * * * * * * * * *  i s  i n  a  p o s i t i o n  t o  determine her 
compensation f o r  s e r v i c e s  rendered. The f i n a n c i a l  da ta ,  bo th  
a c t u a l  and p r o j e c t e d ,  submit ted w i t h  w i t h  Form ,1023 i n d i c a t e s  
t h a t  t h e  compensation t o  be pa id  t o  **** * * * * * * * *   w i l l  i nc rease 
i n  p r o p o r t i o n  t o  t h e  a n t i c i p a t e d  increase i n  revenue. 

Sec t ion  501(c)(3)  o f  t h e  Code prov ides,  i n  p a r t ,  f o r  t h e  
exemption from Federal  income tax  o f  o rgan iza t ions  organized and 
operated e x c l u s i v e l y  f o r  c h a r i t a b l e ,  r e l i g i o u s ,  s c i e n t i f i c  o r  
educat iona l  purposes, no p a r t  o f  t h e  n e t  earn ings o f  which 
i n u r e s  t o  t h e  b e n e f i t  o f  any p r i v a t e  shareholder  o r  i n d i v i d u a l .  

In order  t o  q u a l i f y  under I R C  50'1 (c) ( 3 ) .  an o r g a n i z a t i o n  must be 
bo th  "organ ized"  and "operated"  e x c l u s i v e l y  f o r  one o r  more 
purposes s p e c i f i e d  i n  t h a t  s e c t i o n .  I f  t h e  o r g a n i z a t i o n  f a i l s  
t o  meet e i t h e r  t h e  o r g a n i z a t i o n a l  t e s t  or  t h e  opera t iona l  t e s t ,  
i t  i s  n o t  exempt. (Regs. '1 -501 (c ) (3) - ' I  ( a ) ( ' ) ) ) .  The 
o r g a n i z a t i o n a l  t e s t  r e l a t e s  t o  the  r u l e s  f o r  governing an 
o r g a n i z a t i o n  and t h e  purposes s ta ted  i n  i t s  a r t i c l e s  o f  
o r g a n i z a t i o n .  The opera t iona l  t e s t  r e l a t e s  t o  t h e  
o r g a n i z a t i o n ' s  a c t i v i t i e s .  

Sec t ion  ~ 1 . 5 0 1 ( ~ ) ( 3 j - ~ I ( c j ( l j  o f  the  Regulat ions s t a t e s  t h a t  i f  
more than an i n s u b s t a n t i a l  p a r t  o f  a n  o r g a n i z a t i o n ' s  a c t i v i t i e s  
i s  n o t  i n  fu r the rance  o f  exempt purposes, t h e  o r g a n i z a t i o n  w i l l  
n o t  be regarded as exempt. 



I r )  g e t t e r  Business Bureau yz-U_ZSz. 3 2 6  U.S. 279 (1945). t h e  
Supreme Court  s t a t e d  t h a t  t h e  presence o f  even a  s i n g l e ,  
non-exempt purpose, i f  more than i n s u b s t a n t i a l  i n  na tu re ,  w i l l  
de fea t  exemption under Sect ion  501(c)(3) o f  t h e  Code, regard less  
o f  t h e  manner o r  importance of t h e  t r u l y  exempt purposes. 

Sec t ion  I .  501 (c)  (3 ) - l  (d )  (2 j o f  t h e  Regulat ions prov ides  t h a t  t h e  
term " c h a r i t a b l e "  i nc ludes  r e i i e f  o f  t he  poor and d i s t ressed .  
advancement of  educat ion and sc ience and t h e  promot ion o f  socia7 
w e l f a r e  designed t o  accompl ish any of t h e  above purposes. 

I n  Revenue Ru l ing  71-529, 1971 - 2 C.B. 234, an o r g a n i z a t i o n  
p r o v i d i n g  investment management se rv i ces  t o  o the r  exempt 
o r g a n i z a t i o n s  a t  s u b s t a n t i a l l y  below cos t  was h e l d  t o  be exempt 
under s e c t i o n  501(c)(3) o f  t h e  Code. 

I n  Revenue Ru l ing  72-369. 1972 - 2 C.8. 245. exemption was 
denied t o  an o r g a n i z a t i o n  formed t o  p rov ide  managerial  and 
c o n s u l t i n g  se rv i ces  a t  c o s t  f o r  un re la ted  tax-exempt 
o r g a n i z a t i o n s  f o r  t h e  purpose o f  improving a d m i n i s t r a t i o n  o f  
t h e i r  c h a r i t a b l e  programs. The r u l i n g  s t a t e s  t h a t  t h e  
f u r n i s l ~ i n g  of s e r v i c e s  a t  c o s t  l acks  the  donat ive  element 
necessary t o  c l a s s i f y  t h e  a c t i v i t i e s  as c h a r i t a b l e  and 
t h e r e f o r e ,  t he  o r g a n i z a t i o n  i s  n o t  operated e x c l u s i v e l y  f o r  
exempt purposes under s e c t i o n  501 (c )  ( 3  j . 
I n  g.S .W.  grgg~,-~~c,-v_~~C_gmmfsg~on_er, 7 D  TC 352. Dec. 35:175. 
t h e  Tax C;ourt h e l d  t h a t  a  c o r p o r a t i o n  t t , a t  planned on o f f e r i n g  
c o n s u l t i n g  se rv i ces  f o r  a  f e e  t o  n o n p r o f i t ,  l i m i t e d  resource 
o r g a n i z a t i o n s  engaged i n  v a r i o u s  r u r a l - r e l a t e d  a c t i v i t i e s  was 
n o t  e n t i t l e d  t o  tax-exempt s t a t u s  because i t  d i d  n o t  opera te  
e x c l u s i v e l y  f o r  c h a r i t a b l e ,  educat iona l  o r  o the r  exempt purposes 
w i t h i n  t h e  purview o f  s e c t i o n  501 (c) ( 3 ) .  

Your o r g a n i z a t i o n  can be d i s t i n g u i s h e d  from t h e  o r g a n i z a t i c n  
descr ibed i n  Rev. k u l .  7'1-529. That o r g a n i z a t i o n  provi(.!.:,? 
s e r v i c e s  a t  s u b s t a n t i a l 1  y  below c o s t .  

However, your a c t i v i t i e s  a r e  s i m i l i a r  t o  t h e  a c t i v i t i e s  o f  t h e  
o r g a n i z a t i o n s  descr ibed i n  Rev. h u l .  72-369 and kS,g,-ccoge,, 
I n c .  i n  t h a t  you a r e  e s s e n t i a l l y  p r o v i d i n g  c o n s u l t i n g  s e r v i c e s  ---- 
on an a t  c o s t  bas is .  The f a c t  t h a t  you a r e  organized on a  
n o n p r o f i t  bas i s  and p r o v i d e  s e r v i c e s  pr imer i 1  y  f o r  n o n p r o f i t  and 
exempt o rgan iza t ions  i s  n o t  de te rm ina t i ve  o f  exempt s t a t u s .  
P rov id ing  c o n s u l t i n g  s e r v i c e s  on a  regu la r  bas is  f o r  a  f e e  i s  
c h a r a c t e r i s t i c  o f  a  t r a d e  o r  business o r d i n a r i l y  c a r r i e d  on f o r  
p r o f i t .  In a d d i t i o n ,  you have have not  demonstrated t h a t  your 
s e r v i c e s  a r e  no t  i n  compet i t i on  w i t h  commercial businesses such 
as c o n s u l t i n g  f i r m s .  Your o r g a n i z a t i o n  i s  p r i m a r b i l y  conduct ing 
an a c t i v i t y  i n d i s t i n g u i s h a b l e  from an o r d i n a r y  commercial 
e n t e r p r i s e .  

Accord ing ly ,  w e  conclude t h a t  you do n o t  meet t h e  requirements 
f o r  exempt s t a t u s  under s e c t i o n  5 0 l ( c ) ( 3 )  o f  t h e  Code and 



You a re  r equ i r ed  t o  f i l e  a  t axab le  r e t u r n  Form 1 1 2 0  o r  1041 w i t h  
t h e  D i s t r i c t  D i r ec to r  of I n t e r n a l  Revenue Serv ice.  Please send 
t h e  r s r u r n  t o  t h e  I n t e r n a l  Revenue Service, P.O.  Box 1580, 
Genera? Post O f f  i c e ,  Brook1 yn. NY 11 202. 

Con t r i bu t i ons  made t o  you a re  no t  deduc t i b l e  by t h e  donors as 
c h a r i t a b l e  c o n t r i b u t i o n s  a s  def ined i n  sec t i on  .l70(c) o f  t he  
Code. 

I f  you do nor agree w i t h  t h i s  determinat ion ,  you may request  a 
Conference w i t h  t h e  Regional D i r e c t o r  o f  Appea7s by p r o t e s t i n g  
i n  accordance w i t h  t he  enclosed i n s t r u c t i o n s  w i t h i n  30  days. 

P ro tes t s  submit ted which do not  con ta i n  a l l  t he  documentation 
s t a t e d  i n  t h e  i n s t r u c t i o n s  w i l l  be re~ tu rned  f o r  complet ion.  

I f  we do n o t  hear from you w i t h i n  t h a t  t ime t h i s  determinat- ion 
w i l l  be considered f i n a l  and the app rop r i a t e  S t a t e  O f f i c i a l s  
w i  17 be n o t i f  i ed .  

I f  you do n o t  p r o t e s t  t h i s  proposed determinat ion  i n  a  t i m e l y  
manner, i t  w i l l  be considered by t h e  I n t e r n a l  Revenue Serv i ce  as 
a  f a i l u r e  t o  exhaust a v a i l a b l e  a d m i n i s t r a t i v e  remedies. Sect ion 
7428(b)(2) o f  t he  I n t e r n a l  Revenue Code prov ides i n  p a r t  t h a t  " A  
dec l a ra ro r y  judgment o r  decree under t h i s  sec t i on  s h a l l  n o t  be 
issued i n  any proceeding unless t he  Tax Court,  t h e  Claims Cogrt,  
o r  t h e  D i s t r i c t  Court  o f  t he  Uni ted Sta tes  f o r  t h e  D i s r r i c t  o f  
Columbia determines t h a t  the  o rgan i za t i on  invo lved  has exhausted 
~ d m i n i s t r a t i v e  remedies a v a i l a b l e  t o  i t  w i t h i n  t h e  I n t e r n a l  
kevenue Serv ice . "  

S* * * * * * * * * *  *** 

*********  
D i s t r i c t  D i r ec ro r  

cc *****  *** * * * * * * * * ***** 
* * * * * ********** * * * * * * * * * * * * * * * *   

** ********* 
*** * * * * * *  * * * * * * * 
********* **** * * * * * * *  
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